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PREFACE 


Is there any reason to believe that a relation exists between 
the price of silver and world-recovery? If we remonetized 
silver would there be any beneficiaries outside the silver indus- 
try? The author of this pamphlet has not formulated a 
specific answer to the question in its title, but he has ex- 
amined the case pro and con and summarized the essential 
information upon which such an answer should be based. It 
seems to permit only one conclusion. 

This is the sixth of a series of Public Policy. Pamphlets 
which the University of Chicago is publishing. Frequent- 
ly the scholarly journals give no attention at all to’ problems 
that have an acute but temporary interest, while the ordinary 
magazines can print little but superficial comment. The Uni- 
versity might well perform a valuable public service by mak- 
ing available to the public whatever special training and in- 
formation it may have at its disposal. The continuation of 
such a series will, of course, depend upon its reception by the 
public. 

Perhaps it goes without saying that the authors of these 
pamphlets are individually responsible for their views and 
that they in no way involve the responsibility of the Univer- 
sity of Chicago. 


Harry D. GIDEONSE 


October 2, 1933 
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SHOULD WE TURN TO SILVER? 


Thou shalt make thee no gods of silver or gold. 

In this age of economic iconoclasm, experiments are the 
order of the day. When, last summer, he sent his message to 
the World Economic Conference, President Roosevelt sig- 
nificantly pointed out that old fetishes are being replaced. To 
this dictum, obviously, the realm of money has proven no ex- 
ception. A “managed currency” is now an official desideratum 
in the United States, and in some future generation gold may 
follow silver’s sad decline. 

So far, it should however be noted, the growing acceptance 
of the managed-currency idea seems nowhere to imply the 
scrapping of gold as an international standard of value. Al- 
though the “suspension of gold’”’ has been widespread, few 
countries are ready entirely to relinquish that metal’s mone- 
tary use, especially for the settlement of international pay- 
ments. Exchange stability is constantly being demanded, and 
international exchange stability without some link to gold is 
as yet difficult for the general public to conceive. Thus, while 
nationally the monetary use of gold is, no doubt, undergoing 
change, the metal is far from becoming an obsolete standard of 
value in international relations. 

The position of silver in the realm of money has long been a 
decidedly different one. Very few of us can remember silver 
as the standard money metal it once was here. As a subsidi- 
ary metal, however, silver still enjoys wide recognition, al- 
though as a standard of value its “territory” is now limited to 
China and Hong Kong,? in both of which countries there ex- 
ists in influential circles the determination to go on the gold 
standard as soon as practicable. The revival anywhere of na- 
tional bimetallism—once maintained by statute in various 
countries, including the United States—is extremely unlikely, 
despite the fact that the world-wide depression has occasioned 


I The first commandment, according to the Ephraimitic Prophetic Narratives. 
2 Some persons erroneously believe that silver is the standard of value in Mexico, 


_ British India, Persia, Australia, New Zealand, and “South America.” That is a 


misconception. 
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the circulation of hundreds of currency panaceas.’ anal 
enough, silver, being one of the two monetary metals longest — 
known to mankind, has had its place in such p s.4 None 
the less, it is clear that silver has been waning in popular es- 
teem ever since the general demonetization begun in 1873. | 
The American producers of silver have always been most ac-— 
tive in seeking special favor for the white metal. They se-— 
cured the passage of the silver-purchase acts of 1878, 1890, 
1918. In time of depression they are the most likely to 
a favorable hearing for their protégé. But, despite the 
Colitical strength of silver producers in several countries, the - 
cause of silver elsewhere nowadays has few adherents. (See 


note §, on opposite page.) 
ECHOES OF 1896 


It is interesting to compare the silver situation today with 
that of Bryan's heyday. In 1896 silver was, in this country, 
an important popular question. Then, as now, the oo, 
was suffering from a serious economic . One 
much of the unfortunate farmer, his reduced purchasing pc 
er, his unsupportable debt burden. Many persons thoug 
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tinuously declining prices from which the farmers were be- 
ginning to suffer... .. This was no doubt at the bottom of 
the agitation which was carried on there for several years.” 
Many of the public utterances and writings during the 1890’s 
read like present-day campaign speeches. Thus, in 1893, Con- 
gressman Joseph Wheeler of Alabama stated: ‘‘There is not 
sufficient gold in the world to float the paper money necessary 
for the business needs. . . . . Let us restore economy... .. 3 
In 1894, Senator William M. Stewart declared: “Already the 
power of the great agricultural interest is destroyed. The 
farmers are too poor to attend conventions. .... They are 
too poor to visit the World’s Fair. Their lands are being taken 
from them..... 

During the present depression many of the circumstances 
have been similar and much the same reasoning has been em- 
ployed. Again now, as in 1896, there is demand for inflation, 
and some are asking for bimetallism. But there is an impor- 


5 The following facts concerning silver production are of interest in obtaining an 
understanding of the subject: 
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tant difference in so far as concerns silver. During the Bryan 
campaign everyone discussed silver; the country was flooded 
with pamphlets on the subject. Today, few among the gen- 
eral public feel inclined or competent to argue the matter and 
most persons, indeed, regard it with apathy. In view of this 
fact it may perha secm strange that the so-called “inflation 
paar tb to she Agricultural Act should have empowered 
the President to provide for bimetallism, and to accept $200,- — 
000,000 worth of sikeer i in payment on war debts account and 
issue silver certificates against it. 

While many persons who have studied the matter feel that 
silver as money should be limited to its present function of 
subsidiary coin, there are others who, for various reasons, 
argue that it should play a more important part as a standard 
of value or as reserve material in central banks of issue. That 
elect gaia ak pang yalinggen pases fe 
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urally, those producers cannot speak for the whole country. 
They are, numerically, an unimportant element in our popu- 
lation. Silver is not an important commodity in the United 
States; our production of it even in prosperous 1929 was worth 
less than our $52,000,000 peanut crop, our $56,000,000 salmon 
catch, or our $38,000,000 grass-seed harvest. Silver plays an 
unimportant rdle even in our mining industry.° 

But, if not numerically important, the silver producers can 
none the less make their voice heard, especially in Congress. 
The system whereby every state has two votes in the Senate 
enables the seven Rocky Mountain commonwealths which 
account for 9§ per cent of our production of silver to be repre- 
sented by 14 senators. That means that they control 1§ per 
cent of the votes in the upper house. As in 1893, so in 1933, 
this fact has been the major factor in bringing silver to public 
attention.’ 

The so-called silver states have generally had able repre- 
sentatives in the Senate. In the 72d Congress, for example, 
rank in the upper house, as determined by length of service, 
gave first place to Reed Smoot of Utah, second place to John 
Thomas of Idaho, fifth to Senator Ashurst of Arizona, sixth to 
Key Pittman of Nevada, and seventh to Thomas J. Walsh of 
Montana. Ninth was Senator William H. King of Utah. 
These men held important committee posts in that Congress 
and were generally influential in the government. In the 
present Congress one of them, Senator Key Pittman of Ne- 
vada—recently one of the American delegates to the World 
Economic Conference—is president pro-tempore of the Sen- 
ate, and chairman of the Senate Committee on Foreign Re- 


lations. 
PLANS TO SUPPORT SILVER 


. Silver came into its present prominence in 1929. With the 
decline in its price that set in at the beginning of the general 
economic depression, the demand was raised that the silver 


6 In the seven silver states only 14 per cent of the population, at the utmost, de- 
pend directly or indirectly on silver for their living. Hence, in a way, it is misleading 
to designate them “silver states.” 

7 The same seven silver states, incidentally, can claim less than 3 per cent of the 
membership of the House of Representatives. 
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favoring an international conference was passed by it and 


market be given government aid. The movement became 
most vociferous in this country, but here and there in Eng- 
land, also, voices were heard in behalf of silver. Pamphlets 
and articles appeared, reciting the history of the metal, the de- 
basement of iets coin by numerous nations commencing in 
1920; the heavy sales of demonetized silver which followed; 
the policy adopted in India in 1926 whereby large quantities 
of silver were later sold on the world-market; etc. Claims 
were made and widely circulated that silver’s price decline was 

nsible for the world economic depression, or that it was a 
major factor therein. It began to be maintained and reiter- 
ated by many persons—and it is even today still stated—that 
oS yemegeaa power of China, of South America, of Asia, of 
“half the world” depends on silver, and that raising the price 
of the metal would “restore” American trade with those coun- 
tries and bring back normalcy.’ Also, existence of a world- 
shortage of monetary gold was claimed and remonetization of 
silver was, and still is, offered as a solution for declining com- 
modity — 


ts of these views arose. At the 1931 meet- 
ing at Washington of the International Chamber of Com- 
merce a silver committee was formed and a silver resolution 


gress did, in fact, pass legislation authorizing the President to 
accept up to $200,000,000 worth of silver in payment on the 
so-called war debts,’ and to provide for the optional unlimited 
coinage of gold and silver (namely, bimetallism) at such ratio 
as he finds necessary. These various points merit examina- 
tion. 

“PRICE” AND “VALUE”’ ARE DIFFERENT THINGS 


First, take the price of silver, which is at the root of the sil- 
ver question. The chief facts are as follows: The price of sil- 
ver averaged $8.5 cents in 1928; $3.3 cents in 1929; 38.5 cents 
iN 1930; 29.0 cents in 1931; and 28.2 cents in 1932. The lowest 
price recorded in this country was 24} cents on December 209, 
1932. Since then there has been improvement to’as much as 
402 cents on September 23. On October 1g the price was 364 
cents. 

Considered by itself, the price of silver has suffered greatly. 
But compare the changes in the price of silver with changes in 
the prices of other commodities, and silver does not appear so 
badly off. Although silver declined farther than other com- 
modities declined between 1928 and 1932, the decline in the 
value of all commodities has meant that the 28.2 cents silver 
price average for 1932 was in that year equivalent to 43.5 
“1928” cents. That is, in 1932 an ounce of silver was worth 
only 28.2 cents in gold, but in terms of other goods it was 
worth 43.5 cents. 

The foregoing fact is not only interesting. It is significant in 
this respect: It means that silver producers have been far 


9 Under the terms of the act referred to, the United States government up to Sep- 
tember 21, 1933, had received payments in silver as follows: 
Fine Ounces 


Country of Silver 
Czechoslovakia, gaits. garam sie saeta ory eicie ae ole 359,010.49 
PAAR Goo hi Slo: 5 tie lake Paces his oie eyode abel 296,631.88 
Greqt Britains acs is cas dete giew viele atace as pie'e eine ara 20,000 ,000.00 
EAL yr Sarees aud tap ofore os es aaa Meio ne Oise wis ewe heres 2,000,041.52 
DpUh Ganige is sso Piethie Bees ase. bo Charts snag oe ersietatanay se 19,980.70 
Brim ati tain Foleo Gatasoete BS acini Sie ia Ce feepe a nee 58,122.92 


The amounts given above represent the results of assays of the silver received, 
assay of only the British payment not yet having been completed. In the cases of 
Czechoslovakia, Lithuania, and Italy the amount of silver actually received differed 
very slightly from that purporting to be sent. The silver received above was credited 
to the accounts of the debtor governments at $0 cents per ounce, in accordance with 
the act of April 28, 1933. 
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from alone in feeling the effects of the depression, a fact they 
have seemed slow to realize. The purchasing power of their 
silver output—their rea/ income per ounce from silver—did 
not decline §2 per cent as did the price of silver, when it 
slipped from §8.§ cents in 1928 to 28.2 cents in 1932. Instead, 
their real income declined less than 26 per cent. Again, the 
nominal decline of §2 per cent in silver’s price was more severe 
than the 34 per cent fall in the general American wholesale 
price level (a decline from the index of 97.7 in 1928 to the in- 
dex of 64.8 in 1932), but it was not so severe a decline as oc- 
curred during the same four years in the prices of rubber (80 
per cent), silk (69 cent), copper (62 per cent), cotton (68 
per cent), wheat (63 per cent), etc.” 

While the foregoing four-year price history is interesting, it 


on 
te. at 
Ra : 


price of silver declined almost continuously. After the great 
rise during the World War, the price declined severely in 
1920 and 1921, and subsequently, as already noted, during the 
latest depression. Now, consider the va/ue of silver in terms of 
other commodities at wholesale. The value of silver has had 
quite a different history during the past hundred years. The 
decline in the value of silver set in about 1891 and continued 
downward almost without any hesitation, right through 1932. 
It is the value of silver in terms of other commodities (and not 
the price) which determines the relative welfare of a producer 
of the metal. The persistent and rather continuous decline in 
the value of silver since 1890 cannot be attributed to post-war 
causes. The latter, such as sales of silver by governments, ac- 
count for some of the decline since 1920. But they did not 
create a new situation with regard to the declining welfare of 
the producer of silver vis-a-vis other producers as a whole. 


SILVER AND ASIATIC PURCHASING POWER 


Many persons have the misconception that the purchasing 
power of silver-standard countries, or of Asiatic “‘silver-using”’ 
countries, varies with the price of silver. That is not the case. 
A country’s purchasing power is not to be measured by the 
value of its medium of exchange.” Moreover, there are not 
more than two silver-standard countries: China and Hong 
Kong. Elsewhere no currency is linked to silver. More silver 
is bought by China than by any other nation. China an- 
nually imports more silver than it exports. In other words, 
China ‘“‘the importer” does not duy with silver. Rather, in 
normal times, China “the exporter” duys silver. Out of the 
proceeds of its exports the Chinese nation pays for the silver 
it imports. Therefore—whatever be the temporary effect on 
the business of individual exporters or importers in the China 
trade—improvement in the price of silver does not mean an 
equivalent quantitative increase in the world’s sales of mer- 
chandise to China, unless China then sells silver to the rest of 


12 See Professor Frank D. Graham’s valuable article, ““The Fall in the Value of 
Silver,” Journal of Political Economy, August, 1931. 
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the world and uses the proceeds to buy foreign goods.” Ex- 
actly the same statement may be made about any “silver- 
using’ country." 

The only countries to benefit in proportion to an increase in 


the Cr of silver are the silver-producing countries, includ- 
ing Mexico, the United States, Canada, and a few others. To 
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mand—which implies the rising and falling of silver with other 
commodities—will be more to the public benefit than artificial 
measures of control.” The chairman of the Bank of China, the 
most important Chinese bank, in 1933 reported to the share- 
holders in similar vein, stating: 


Seed A number of interesting schemes have been put forward for 
dealing with the problem of silver, but for the most part these 
schemes appear to have been stimulated by a desire to raise the 
price of silver either for the benefit of the producers or in order to 
increase the sale of foreign goods in the Far East. Our country 
would, of course, be materially affected if any such plan were 
adopted, and it seems, therefore, that the people of China should 
consider this subject at the present time. .... 

For those engaged in foreign trade it is, in general, more impor- 
tant that exchange shall be stable than that it shall be either high 
or low, since violent fluctuations in exchange make trading more or 
less of a gamble, bringing either incalculable and undeserved losses 
or unexpected profits. ; 


Another quotation typical of Chinese objection to foreign 
manipulation of the price of silver is the following from the 
Sin Wan Pao (Shanghai) of July 26, 1933. 


China is a country whose imports exceed exports; that the exodus 
of the silver in stock which is sure to take place when it suddenly 
rises in value will produce no little effect upon the country’s welfare 
and the people’s livelihood; that the fear which Dr. W. W. Yen has 
recently expressed in a Reuter interview to the effect that an ab- 
normal rise of silver would be disturbing to China’s national economy 
is not unwarranted..... A normal rise or a temporary stabilization 
of silver, however, would be of some benefit to this country. 


The foregoing discussion of oversea purchasing power and 
silver has been limited to China. It applies, of course, to 
Hong Kong also. It will be noted that British India, whose 
people form the second most important silver-absorbing 
group in the world, has a currency printed largely on silver, 
but, by government policy, linked in value to the pound ster- 
ling. Ever since the abandonment of the silver standard with 
the closing of the Indian mints to free coinage in 1893, the for- 
eign-exchange value of the rupee has had no fixed relationship 
to the price of silver and changes in the value of that metal— 
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ordinarily imported in large quantities by the Indian popu- 
lace‘\—have had no effect on the oversea purchasing power of 
British India. In general, a lower price of silver normally re- 
sults in an increase in the quantity of the metal purchased b« 
British Indians, due allowance being made for the differential 
caused by the import duty and excise tax on silver.” 


DO WE NEED MORE SILVER MONEY? 

Of equal importance with the purchasing-power-of-the- 
Orient argument is the one that the world needs silver in its 
currency reserves to make up for a growing shortage of gold. 
Regarding the existence of a shortage of monetary gold, opin- 
ion is divided. The public sometimes fails to distinguish be- 
tween a real net “shortage” and so-called “maldistribution.” 
In the United States, for example, although prices fell severe- 
ly between 1929 and 1933, there was never a shortage of gold. 

¢ now have in this country more gold available for monetary 
use than we had in prosperous 1929, and there is no shortage 
of currency. In J -F 6 Sy 
rency was 30 per cent a the level of January-February, 


yeant fllowing Sigur apply to British India's foreign trade in silver in recent 
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1929. Yet the demand for currency was much smaller, since 
in 1932 the physical volume of our trade was 41 per cent be- 
low that of 1929, and in January » 1933, 48 per cent less than 
four years earlier. Early in 1933, when the demands for in- 
flation were at their height, we were doing only 50 per cent as 
much business as we did early in 1929, and this at prices 3 
per cent lower than in 1929, yet we had 30 per cent more cur- 
rency outstanding with which to do it. The government now 
has the power to establish national bimetallism of gold and 
silver. If there be a need for silver to supplement the mone- 
tary stock of the United States, the figures just cited do not 
reveal it. That the country needs any more silver currency 
than it already uses has not been demonstrated. At the end of 
August, 1933, there were $40,007,398 standard silver dollars 
in the country, but only 32,950,826 were outside the Treasury. 
Only 28,320,701 were “‘in circulation,” and even of that sum, 
a large part was resting in the tills of banks. Our total stock 
of subsidiary silver coins on July 31 totaled $298,659,148.77 
As to “‘maldistribution” of the world’s gold stock, that is a 
symptom, and not a cause, of economic disturbance. When 
a country had an adverse balance of international payments 
and is forced to ship out its gold holdings, some other remedy 
than the proposed remonetization of silver is needed to cure 
what is wrong. Had the leading countries been on a sym- 
metallic or a bimetallic, rather than a gold, basis during the 
past momentous decade, there is no reason at all to believe 
that we would not have experienced this depression. Where 
today there exists ““maldistribution of gold” we would have 
instead “maldistribution of gold-plus-silver.’’ A country now 
drained of its gold stock would most likely have lost all its sil- 
ver as well. International debts exceed many times all the 
gold and silver in existence. The world’s economic ills today 
are hardly of monetary origin.” It follows that their treat- 


17 Standard silver dollars “in circulation” per capita amounted to $0.22, and sub- 
sidiary silver “in circulation” to $2.08. 

18 There exists, of course, considerable difference of opinion on this point. For in- 
stance, in the Lloyd’s Bank Monthly Review for September, 1933, Sir William Cecil 
Dampier states that the real cure for our ills is monetary. 
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ment, therefore, must be more than monetary. Of course, 
now that monetary systems have become disrupted in con- 
sequence of economic difficulties, some monetary doctoring 
will be needed. Indeed, it may well be that, ultimately, more 
silver will be employed in monetary systems. In silver-pro- 
ducing countries, particularly, that eventuality may be 
brought about primarily for political reasons; elsewhere it may 
occur as a matter of convenience. This development has in 
fact already begun, and will be referred to in more detail be- 
low. 
IMPORTANCE OF SILVER OVERSTATED 


A few additional misconceptions concerning arguments 
made for silver may be appropriately mentioned. As to the 
reasoning that changes in the price of silver precede, Aence 
cause, corresponding changes in the general price level, this is 
utterly untenable.” Silver, due to its dual réle as a mineral 


ments and inconvenience to the public of a shinplaster era. 
Reduction of the silver content of coins was-logical and quite 
justifiable. The world owed nothing to silver in spite of its 
venerable history, and so the fineness of silver coins was gen- 
erally reduced. 

Regarding India, it is sometimes stated that England took 
that country off the silver standard in 1926, and that the re- 
sultant sales of melted rupee coins broke the back of the silver 
market. As already mentioned, the silver standard was aban- 
doned by India in 1893, not 1926. Since 1899 the rupee has 
been officially pegged to sterling at a ratio changed from time 
to time. Inasmuch as the pound sterling was on a gold basis 
from 1899 to 1914 and again from 1925 to 1931, the rupee was 
in effect pegged to gold throughout those periods. It is not the 
case that England forced the gold standard on India. Leading 
Indians wanted gold as a matter of national prestige. “Other 
countries had the gold standard; why not India?” it was 
argued. There were conflicting demands, of course. Many 
Indians objected to the link with sterling on nationalistic 
grounds, while some others preferred the sterling-exchange 
standard, and still others would have adopted bimetallism. 


THE INDIAN GOVERNMENT'S ATTITUDE 


As for the statement sometimes made that the Indian 
government’s sales since 1926 have put great pressure upon 
the price of silver, there is no reason to dispute it. Earlier in 
this pamphlet it was stated that the “all-commodities” pur- 
chasing power of silver has been declining since 1893 in a long- 
term downward sweep hardly so much as interrupted during 
the World War. It must be granted that the Indian govern- 
ment’s sales since 1926 have carried the value of silver lower 
than would otherwise have been the case. Ought India to 
have refrained from selling silver? That government’s deaf- 
ness to pleas to desist from selling silver are no doubt to be 
explained by the failure of anyone to demonstrate, to the In- 
dian government’s satisfaction, why silver should be support- 
ed at public expense. 
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The finance member of the Indian government in 1931 set 
forth that government's policy as follows: 


I announced in my budget speech last year that the Government 
of India would be prepared to co-operate with other silver interests 
if any practical scheme could be devised for controlling the produc- 
tion of new silver and the sale of new and existing stocks. Unfor- 
tunately, the only response to my offer has been on the lines indi- 
cated in certain utterances which have appeared in the press by rep- 
resentatives of the main producing interest in America. In general, 
these gentlemen propose that their own production of new silver 
should remain unrestricted, but that governments and others who 
hold large stocks of silver should refrain from realizing their hold. 
ings, and leave the world’s markets free for the new production. 

The demand that the Government of India should refrain from 
selling is, indeed, an astonishing proposition when the facts are 
studied. For, in fact, the whole world depends on India as a con- 


about $40,000,000 ounces of silver, or 108,c00,c00 ounces annum, — 
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silver mining or silver refining for their living.** The price of 
silver only very remotely influences the general price level of 
the world. It is not identified with the purchasing power of 
the Orient. The metal has not suffered as severe a price de- 
cline as many other commodities, and, besides, its price has 
already recovered appreciably from the 1932 all-time low.” 
Thus, the general public here has little to gain in contributing 
to improvement of the status of silver. 


“silver ore” is the exception. Most ores containing silver are complex. That is why 
silver is sometimes spoken of as being a by-product metal. In some cases, where 
silver contributed only a small fraction of the income of, say, a lead mine, such silver 
may be regarded by the mine owner as by-product. In other cases the lead may be 
the by-product. All depends upon the relative prices and the proportion in which the 
two metals appear. Because this situation varies whenever metal prices change, it is 
not possible to state categorically that such and such a percentage of the world’s silver 
is by-product in the sense of contributing only a minor portion of the receipts of a 
mine. Based upon 1926-28 prices an investigation determined that’over 25 per cent 
of the silver produced was derived from mines 80 per cent of whose income came from 
silver. Thus, roughly three-quarters of the world’s silver production dépended for its 
continuance upon the demand for lead, copper, zinc, etc. How the matter of by-prod- 
uct silver varies may be seen from the analysis of silver taken from dry and silicious 
ores in the United States. These are the most nearly pure silver ores. Montana in 
1931 produced 3,830,000 ounces of silver, only 47,100 of which came from dry and 
silicious ores. Nevada, on the other hand, had a production of 2,562,000 ounces, some 
1,324,000 being from dry and silicious ores, according to the Bureau of Mines. 


2t Mr. Y. S. Leong in his recent book (Silver—An Analysis of Factors Affecting Its 
Price) states: “The importance of silver to the United States may be gauged by its 
relative position among the 550 commodities sold at wholesale. Of the aggregate 
value in exchange derived from these commodities, silver contributes only one-tenth 
of 1 per cent. If the wholesale ‘value in exchange’ of silver had been compared with 
the total value in exchange of all commodities marketed at wholesale in the United 
States for any particular year it would have been found to be even less important. 
Surely it cannot be considered an important commodity. Moreover, it has suffered 
no greater depreciation in price and purchasing power than have some far more im- 
portant commodities.” 


22 The following data illustrate the improvement in the price of silver during 
1932=33: 


CHANGES IN Price oF SILVER AND OTHER COMMODITIES DURING 
Year Envep Jury, 1933 (1926=100) 


July, 1933, 
as Per Cent 


of July, 1932 


July, 1932 July, 1933 


60. 


SURES Pa ae a eet er ee Te 3 140.9 
Non-ferrous metals*............- 67.6 ° 143.8 
Metals and metal productst...... 3 . 80.6 101.8 
TALL CORTMOGIE CB axe. cig, sumie Sitloisie es : F 68.9 106.8 


* Includes silver. 
Includes silver and other non-ferrous metals. 
Sees figures of Bureau of Labor Statistics. 


[17] : 


POSSIBILITIES AS SMALL MONEY 


One other aspect of the question remains, however. Will 
the use of more silver as hand-to-hand currency or in the cur- 
rency reserves be to public advantage—regardless of the in- 
terests of silver producers? As for the U.S.A. in particular, it 
has already been shown that we have in the country ample 
gold for all our reserve requirements, and far and away more 
silver coin than the public has for years cared tohandle. Within 
certain reasonable and definite limits, unbacked paper money 
like greenbacks is every bit as acceptable as silver certificates 
for our everyday small-money requirements.” Moreover, 
paper money not backed by any tangible commodity is cheap- 
er than would be certificates backed by newly purchased silver. 
As a substitute for fractional coins, however, per money 
would prove more expensive in the long run. De the othes 
hand, there is not unlimited scope for silver in that direction, 
because there is a definite limit to the amount of fractional 
money — by the public. 

As to silver currency in the world as a whole, let us turn to 

Economic 


We have considered a series of proposals which have been dis- 
cussed in recent years with a view to the price of silver, and 
we wish, in this connection, to make the observations: 

(i) It has been suggested that some form of ‘ 
be introduced. : 
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ard which is at present likely to command universal acceptance is 
the gold standard, the idea of introducing bimetallism must be re- 
garded as impracticable. 

(ii) It has been proposed that banks of issue should be allowed to 
hold increased quantities of silver in their legal reserves. 

On the assumption that no form of bimetallism will prove accepta- 
ble, silver is unsuitable for extensive inclusion in the metallic re- 
serves of a central bank, there being no fixed price at which it would 
be received by other central banks in the settlement of balances on 
the international account. 

(ii) It has also been suggested that governmental action should 
be taken for the purpose of improving the price of silver. 

We would, in this connection, refer to the suggestion made in a 
previous part of this report to the effect that, in countries where 
banknotes of small denominations are in circulation, these small 
notes might be withdrawn and replaced within proper limits by sub- 
sidiary coins, and we think that the Conference should, in this con- 
nection, examine to what extent the use of silver in subsidiary coin- 
age could be enlarged. Whatever sales of government stocks of sil- 
ver may be deemed desirable, it is important to conduct these in 
such a manner as to avoid any unnecessary disturbance of the 
market. 

The Conference should also consider whether, and if so by what 
methods, the marketing of the metal by producers and currency au- 
thorities is susceptible of improvement. The question of developing 
new and enlarged industrial uses for silver is in our judgment also 
worthy of careful consideration. 

From the point of commercial relations with silver-using coun- 
tries, particularly China, trade interests would best be served, not 
by a rise in the price of silver as such, but by a rise in the general 
level of commodity prices. Any action which would tend to raise 
that level and in due course achieve its stabilization may be expected 


to have a favorable effect on the price of silver and would, on general 


grounds, be welcome. 


Reference was made above to the possibility that some na- 
tions might find it advantageous to employ as currency more 
silver than is at present in use. Within certain limits which 
vary from country to country, a minimum amount of cur- 
rency has to remain in circulation to conduct everyday busi- 
ness. Otherwise great inconvenience might result and resort 
to barter become necessary. Within these limits the currency 
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need not be backed by any tangible goods like gold or silver. 
The mere fact that the government insures the currency’s 
purchasing power by limiting the amount in circulation and 
itself accepting it in payment of taxes or otherwise guarantee- 
ing its legal-tender properties means that the general public 
will accept it at face value. Within such limits the moncy 
might be printed on paper, or any other convenient material 
of nominal value. It might be printed on silver, since that 
metal lends itself readily to coinage, is durable, easily cog- 
nizable, not too readily counterfeited, and attractive. Dear- 
ness of the metal is no longer quite the obstacle it recently was” 
to the wider use of silver coins. 
The principle outlined above made possible the substite 
tion in many countries of base-metal coins or small notes for 


silver during the World War scarcity of the metal. Countries 
which did this were, for the Netherlands, Japan, 
Straits Settlements, praca, Idainon: and 


world’s currencies, it is of interest to inquire i into the attitude 
director of the silver-producing Burma Corporation, have 
campaigned there for intergovernmental action to secure 
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In his book, Planned Money, Sir Basil Blackett, formerly 
finance member of the Indian government, and a man of some 
influence in financial circles, has gone on record as opposing 
bimetallism, adding: 

If there are but small gains to be hoped for from the successful 
re-establishment of bimetallism, the obstacles in the way of success 
are formidable. It is out of the question for any single nation or even 
for a group of nations so economically powerful as the British Em- 
pire to think of admitting silver to a partnership with gold in their 
currency systems unless it is done by international agreement. It 
might be possible to achieve success by an agreement between the 
British Empire as a whole and the U.S.A., but a wider preliminary 
understanding would be most desirable. One very serious difficulty 
which has to be overcome is the fact that the silver producers of the 
world, and particular large holders of silver, stand to make immense 
profits, which if not made at the expense of others would at least be 
balanced by no corresponding benefits to the majority of their fel- 
lows. The gold-producing interests, on the other hand, whether 
rightly or wrongly, would be certain to take alarm and to believe 
that they were being sacrificed. In these circumstances it is difficult 
to believe that the difficulties of an international monetary agree- 
ment already alluded to would be to any material extent modified 
by an attempt to approach the matter from the standpoint of silver. 
It is much more likely that silver would prove to be a red herring 
drawn across the trail, and that schemes for re-establishing bimetal- 
lism would make international discussions on money even more con- 
fused and more empty of results than they are. 


The following quotation from a bulletin of April 12, 1933, 
issued by Pixley and Abell, London bullion brokers, throws 
further light on the British attitude toward silver: 

It seems probable that silver may be an erratic market during the 
next few months as the recent level of prices has been maintained 
almost entirely by speculative support based on the anticipation of 
official action to remonetize silver or, in some way or other, enhance 
its value. If such a course were adopted higher prices might be ex- 
pected, but up to now the British Government has indicated in Par- 
liament that it has little faith in the efficacy of any such movement. 


THE LONDON SILVER AGREEMENT OF 1933 


At the World Economic Conference which convened in 
London June 12, 1933, silver had been assured a place on the 
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agenda at the ye xe of the United States government. Dur- 
ing the course of the conference it was the only subject upon 
which an agreement was reached. 

Most of the sixty-six governments represented at the meet- 
ing appeared entirely apathetic toward silver. Eight delega- 
tions, however, came to an agreement which was signed July 
22 and has since been submitted to the governments con- 
cerned, for ratification.“ The eight delegations referred to 
represented China, British India, Spain—large holders of sil- 
ver—and five producing countries: Mexico, the United States, 
Canada, Peru, and Australia. 

According to the agreement, upon its ratification the gov- _ 
ernments of the five silver-producing countries will pt om 
from selling any silver and will purchase, presumably for 
monetary use, an aggregate of 140,000,000 fine ounces of silver 
out of their mine production during a four-year period com- 
mencing with 1934." On the other hand, the Chinese 
ment will sell no silver, the government of Spain will limit 
sales of demonetized silver to 20,000,000 ounces, and the gov- 
ernment of British India, to 140,c00,cco ounces during the 
four-year period. The latter, moreover, reserves the right to 
sell silver to any government for its use in making war-debt 
payments to the United States government. , 

Article re annie thet cs gpemaane way Danian by 
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April 1, 1934." g 
> aaa 4. 
: text of the agreement can be is : : at 
_ of State, Bulletin No. onto gy re taonte ted that the 

repaiel hate hewn the conference” and does no 

the official records of gathering thus far by th 


wee 


ee are 
sree 
pe NS: ees ‘a 
/ : ’ \ enten tn Gol nae f 
dn, 487,208 euncen; Porn, a.361,300 coname, 
ST St EL ELIE: lb Mo 


mle y “ee 


oe Aen 


Senator Key Pittman from silver-producing Nevada was 
responsible for the London memorandum of agreement. As a 
member of the American delegation to the World Economic 
Conference he labored unceasingly for silver. The resultant 
silver understanding he is quoted as calling “the most remark- 
able multilateral agreement ever entered into between gov- 
ernments, and of itself alone it would have justified the 
conference.”*7 Others have hailed the agreement as impor- 
tant, because, when ratified, it will temporarily remove the 
uncertainty concerning the amount of sales by the Indian 
government, and, therefore, will tend to stabilize the price of 
silver. Whether the latter will in fact prove to be an impor- 
tant consequence of the agreement still remains to be seen. 
It cannot be claimed that the as yet unratified convention has 
acted to eliminate sudden fluctuations in the price of silver 
during recent weeks. 

From the standpoint of British India, the agreemtent must 
be quite satisfactory, since it promises a market for not less 
than 35,000,000 ounces of silver per annum during four years. 
The Indian government has conceded little if anything, the 
figure to which its sales (not including silver destined for war- 
debt payments) are limited, representing the maximum ever 
attained in any similar period, even in prosperous 1929. As 
the Chinese government never sold demonetized silver, and in 
fact possesses none to sell, it, too, makes no real concession. 
Nor does Spain, whose 20,000,000-ounce quota represents 


27 The British-owned North China Daily News (Shanghai) of July 26, 1933, was 
apparently not sympathetic to this viewpoint, and commenting editorially on the 
economic conference, stated: 

“No one will grudge Mr. Pittman his happiness for the simple reason that, if he is 
pleased with the agreement, then, like the friends of Mr. Peter Magnus, he is not 
difficult to please. .... Mr. Pittman and his friends, with their superior flair for pub- 
licity, were able to make much cry. Little wool have they collected but they profess 
to be happy. In leaving them to that blissful condition it is only necessary to say that 
they have done very little harm and conceivably have rendered some service to the 
world. They have shown that the London Conference is an even bigger failure than 
it was at first suspected. They have expounded the limit of the successes of sheer 
publicity or ‘ballyhoo’ in disposing of awkward economic facts. The difference be- 
tween what they have actually achieved and what they promised for their nostrums 
is a point on which tactfulness prefers to remain silent. The London Conference’s 
ewe lamb must surely be allowed to display its engaging charms without captious 
blemish or spot.” 
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new sales in the market, since Spain heretofore has not been a 
seller of demonetized silver. The agreement, moreover, gives 
no assurance that other countries will discontinue sales of the 
metal. 

From the standpoint of speculators and others whose silver 
holdings in New York vaults and warehouses are estimated © 
to be well in excess of 100,000,000 ounces, governmental ac- 
tion designed to increase the price of silver would no doubt 
prove welcome. From their particular standpoint, however, _ 
it is doubtful whether ratification of the London agreement 
will alone suffice to stimulate the market price to the desired 
extent. Should silver appreciate materially in » - 
lators will very likely take their profit, and the sale of such 
silver now held in this country would naturally tend to de- 
press the market price. 

There is some interest in the possibilities, referred to above, 
of using silver as an auxiliary to gold in the monetary reserves 
of the world. Several countries have lately so employed silver 
in one shape or another. During the London Economic Con- 
ference this year, the Monetary and Financial Commission, 
at the suggestion of the silver group, a resolution recom- 
mending to all governments that 2 sangre from debasing 
their silver coins below a fineness of 0.800; and that they sub. 
stitute silver money for low-value so far as possible. 

In all countries where silver actively circulates, the 
central banks have on hand some silver as till sually 
in countries the law . 


policy should be based. Silver as a commodity has undergone 
a sharp decline in price since 1926, but the decline in price of 
the principal staple commodities has, if anything, been 
greater. The public is not interested in silver, asa commodity. 
The white metal is not a “key” product, either in value or 
output. Public discussion has been concerned with the mone- 
tary use of silver. The claim has been made that the re- 
monetization of silver, or at least its more extensive employ- 
ment in currency systems, would relieve us of most of our 
present economic difficulty. Even so brief an examination of 
the evidence as this pamphlet contains, leads one to the con- 
clusion that our salvation is not to be sought in silver, but 
that the search for fundamental relief must be directed else- 
where. 


APPENDIX I 
THE PRESENT-DAY MONETARY USE OF SILVER? 


SILVER AS A STANDARD OF VALUE 


Silver is the standard of value in but few countries today. The 
full silver standard exists where silver is the standard of value; where 
in effect free coinage (i.e., coinage unlimited as to maximum amount) 
exists for the metal; where silver is unlimited legal tender; where 
there is ready interchangeability of the other currency of the country 
with silver, with no maximum limit as to quantity; and where there 
is full freedom to import and export silver. There is scarcely a silver- 
using country in the world, except Hong Kong, which fulfills all these 
requirements. China, last important stronghold of silver, has certain 
restrictions on silver imports and a duty on certain silver exports, but 
these technical impairments of the silver standard are not serious in 
that country’s case. Other countries which may be classed as on the 
silver standard are Macao and Tibet. The currency in use in Ethio- 
pia and Afghanistan is silver, but there are restrictions on the move- 
ments of the metal. Persia, British India, Ceylon, and Mexico are 
not on the silver standard, contrary to the belief in some quarters. 
The four countries just mentioned, also Ethiopia, and all other coun- 
tries not on the silver standard are normally on some form of the 
gold standard, or have recently taken steps toward adoption of gold. 


29 From The Monetary Use of Silver in 1933, “Trade Promotion Series,” No. 149, 
by Herbert M. Bratter (Washington: U.S. Department of Commerce, March, 1933). 
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SILVER AS A MEDIUM OF EXCHANOE 


While there is evidently little inclination abroad to use silver in 
other than a subsidiary capacity, that capacity is an important one. 
All countries require various low-denomination coins, a purpose for 
which silver is peculiarly suited. The metal is durable, attractive, 
and easily recognizable. Moreover, it is neither too rare nor too plen- 
tiful for the purpose, and it lends itself readily to the technical proc- 
esses of minting. There are, however, certain limitations in the em- 
ployment of silver as a subsidiary currency metal, as indicated below. 


SILVER AS LEGAL TENDER AND SUBSIDIARY MONEY 


United States, and Canada, which together account for 7o per cent 
of the world’s output. The United States is, in fact, more important 
in silver mining than thé production figures reveal, because—accord- 
ing to a recent survey—American capital controls 66 per cent of the 
world’s mine production of silver. Below are shown the estimated 
silver production of leading countries and the world for 1929, a year 
of prosperity, and 1932, a year of depression. The figures represent 
millions of fine ounces troy. 


Country 192 1932 

WEERICO otic ain atte Sars xt 10g 72 
Roited States see on, oe ss 61 23 
oan dd as ew gats anita mew as 23 18 
Sowth America s..cciscacone os, ~ 27 r2 
Other ‘countries :s.s2e 2 5n.- 41 35 
World-total : 2.051.255. 38's 261 161 


While produced mainly in the New World, silver.is nowadays 
“consumed” chiefly in the Far East, where it is hoarded or used as 
money. “Consumed” is, perhaps, not the correct word. Little silver 
is lost to mankind. Much of the silver now hidden in Asia may some 
day come to light again. In fact, the reappearance on world-markets 
in recent years of demonetized Indian coin would seem to belie the 
designation of that country as a sink of the precious metals. India 
used to be the largest single buyer of silver. Latterly, China took 
first place. But the Indian people until the present year have, de- 
spite sales of demonetized metal by their government, bought more 
silver than any country but China. 
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